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This special issue is being sent to our 
stockholders, as well as all employees of 
Southern Pacific Company and its sub- 
sidiaries, with the hope that the content 
will be of general interest. 
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Southern Pacific and Santa Fe Freight 
trains meet on the historic Tehachapi 
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mountain. Santa Fe trains have shared the 
route with SP in a joint trackage 
agreement since 1884. (See the story on 
page 3.) 
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Locomotive Engineers Thomas Johnson of SP (left} and Adonis Daniels of Santa Fe greet each other in Los Angeles. 


SP-Santa Fe Merger Planned 


Combined System Would Compete With Other Merged Western Railroads 


The Southern Pacific and Santa Fe 
trains shown on the cover of this Bulletin 
illustrate a 96-year partnership between 
the two lines on a busy, 68-mile stretch of 
track over California’s Tehachapi moun- 
tain range. Joint trackage rights on this 
line, which SP built to connect Northern 
and Southern California, were negoti- 
ated in 1884. 

Now Southern Pacific and Santa Fe 
have agreed to a much larger partner- 
ship. Southern Pacific Company will be 
merged into Santa Fe Industries, under a 
Memorandum of Intent announced by 
the two companies May 15. The new 
holding company will be named Santa Fe 
Pacific Industries and will be head- 
quartered in Chicago. The text of the 
joint statement is on page 6, and com- 
ments on the plan made by Chairman B. 
F. Biaggini at SP’s Annual Meeting of 
Stockholders that day are covered on 
page 18. 

The merger will bring together two 
large and modern transportation 
systems, both with major rail, truck and 


pipe lines. Both have diversified activities 
in natural resources, forest products and 
real estate development. Santa Fe has 
major petroleum production operations, 
interests in coal and uranium, forest pro- 
ducts manufacturing facilities and con- 
struction subsidiaries. SP subsidiaries of- 
fer insurance, leasing and other financial 
services, a national communications net- 
work and commercial printing. 

Railroad activities will be carried on 
under a new Southern Pacific & Santa Fe 
Railway Company. 

The new SPSF railroad will have a 
25,000-mile system—the third longest in 
the country, after two other railroad 
mergers still pending, the Burlington 
Northern-Frisco and the Chessie-Sea- 
board Coast Lines systems. Not quite as 
long, but on a similar ‘‘mega-rail- 
road”’ scale, will be three other systems 
in the nation: the proposed Union Paci- 
fic-Missouri Pacific-Western Pacific com- 
bination, and the Southern Railway-Nor- 
folk & Western system in the East, plus 
the existing ConRail system, which under 


federal government sponsorship has 
pulled together the old Penn Central and 
other troubled railroads in the North- 
eastern States. 

Maps of the three major Western 
systems emerging from this railroad re- 
structuring are on the following pages. 
They show how the new SPSF railroad 
will be able to offer new single-line ser- 
vice to major markets in the changing, 
competitive transportation environment. 

Task forces from both SP and Santa 
Fe are now studying the properties of 
both companies and preparing the 
merger agreement, scheduled to be ready 
by August 31. This will be submitted for 
approval to the shareholders of both 
companies. Authority from the Interstate 
Commerce Commission and other 
tegulatory agencies then will be re- 
quested. The ICC, under present law, has 
31 months to hold hearings and rule on 
merger applications, so it could well be 
two to three years before the merger can 
be accomplished. 


Three Major Merger Plans | Will Reshape Western Railroads 
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Longest railroad in the United States will be the product of the 1970 merger of the Great Northern, Nor- | The Southern Pacific and Santa Fe railway will be a Louis for present Santa Fe shippers, and Chicago and 
29,600-mile system of the Burlington Northern, whose thern Pacific and three of their subsidiaries, including the : 25,000-mile system offering new and improved single-line much of the Midwest for Southern Pacific customers, The 
merger with the St. Louis-San Francisco Railway (the Chicago, Burlington and Quincy. This ultimately left BN ft service to major traffic centers and strategic gateways. It SPSF system will also provide stronger competition for the 
Frisco} was approved by the ICC in April. BN itself is the as the only railroad serving the length of the northern route, | will open direct service to the Pacific Northwest and St. proposed UP-Missouri Pacific combination in Texas. 
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Union Pacific in March announced its plans to merge “OOS"LE This three-company merger will create a strong 22,800-mile The three new “mega-railraods’’ will provide a pat- centers like Kansas City, Denver and Datlas-Ft, Worth. 
with the large Missouri Pacific system, @ railroad which system which would give UP access to a dozen Gulf ports, tern of balanced competition in the West. All will serve SPSF will be the principal carrier on the southern route and 
blankets the southern Midwest, and with the Western major West Coast points from Seattle to Los Angeles and q Pacific and Gulf Coast ports, the Midwest gateways of BN on the northern, with UP strongest on the central but 
Pacific, which will extend UP into Northern California. Long Beach, and the Chicago and St. Louis areas. a Chicago, St. Louis and Memphis, and important traffic significantly competing on all three. 


GeoProducts Joins SP Family 


Turning Forest, Farm Wastes into Energy 


Waste wood products from western timber operations—or 
agricultural residues like corn stalks or cotton plants—may be 
filling the gas tanks of your family car before too long. 

The utilization of such untapped energy sources is the goal of a 
small company known as GeoProducts Corporation. 

GeoProducts is designing and planning commercial energy 
projects to generate electric power; to develop new applications 
for geothermal heat from the earth’s interior for energy, space 
heating and agricultural processing, and—most importantly—to 
produce ethanol, which can be blended with gasoline to form 
gasohol. The ethanol will be manufactured by an interesting new 
process developed at the University of California Forest Pro- 
ducts Laboratory. 

All of this became a Southern Pacific story in April, when 
GeoProducts Corporation joined the SP family. Southern 
Pacific Land Company purchased a 50 percent interest in the 
privately held firm and also announced the establishment of a 
research and development partnership with GeoProducts. 

It promises to be an active association. Plans and sites are be- 
ing studied for two ethanol-electric plants, one in the Weed- 
Mount Shasta area of Northern California and one on the island 
of Hawaii. An ethanol refinery using cotton plant waste mate- 
rial and other agricultural ‘‘biomass’’ is a good future possi- 
bility in Central California’s San Joaquin Valley. 

Another Northern California electric power plant—to be fuel- 
ed by a combination of wood residues from logging and low- 
temperature geothermal fluid—is already well along in the design 
stage. 

O. G. Linde, President of SP Land, says the investment ‘‘of- 
fers Southern Pacific the opportunity to help meet the nation’s 
urgent need for clean alternate fuels. 

“‘We can make very good use of damaged trees, cull logs and 
other wood materials left over from Jogging and lumber mill 
operations—as well as various agricultural biomass residues 
—from many sources, including SP lands. These are renewable 
and environmentally sound energy resources.’’ 

Linde adds that ‘‘there is great potential in the new energy- 
efficient technology’ designed by GeoProducts. 

A key part of this innovative technology is a process for 
ethanol production, developed by Prof. David L. Brink at the 
University of California Forest Products Laboratory and 
patented by the Board of Regents of the university. GeoProducts 
holds the commercial rights to the process and, with SP Land 


Above: Professor David L. Brink (left) and research 
chemist Michael Merriman inspect a sample of ethanol 
produced from wood chips of white fir at the University 
of California’s Forest Products Laboratory in Rich- 
mond. Right: Southern Pacific Land Company 
foresters Charles Edwards (left), Tahoe District 
manager, and Scott Warner, intensive forest manage- 
ment specialist, survey what is presently an “un- 
marketable’ group of slow-growing trees near Nevada 
City, California. The area needs to be thinned to allow 
room for the better trees to grow, and GeoProducts’ 
processes will create a new market for smaller trees. 


Company, has been financing the Forest Products Lab’s related 
research and development program. 

The “Brink-UCFPL process’’ will convert wood wastes or 
other lignocellulosic materials (such as agricultural residues) into 
ethyl alcohol, commonly called ethanol. 

Gasohol, which is already being sold at about 5,000 service sta- 
tions in the country, usually is produced by mixing 10 percent 
ethanol with 90 percent unleaded gasoline. 

Most of the alcohol used in present gaschol production, 
however, is distilled after fermentation of sugar obtained from 
various grains, corn or other food products. Gasohol develop- 
ment has been hampered by complaints about this diversion of 
edible food and criticism that using alcohol to solve the fuel short- 
age is impractical because it takes almost as much energy to pro- 
duce a gallon of alcohol from foodstocks (considering fuel for 
tractors, natural gas for fertilizers, and energy required for pro- 
cessing) as you get back in the alcohol. 

“The Brink-UCFPL process, however, is energy self- 
sufficient, and will use waste materials for feedstock,” explains 
Alexander Black, Chairman of the Board of GeoProducts. 

“This is an important advantage over using food grains. The 
basic farm or timber product will go to market in its regular 
way—and we can turn what is left into energy.” 

Environmentally, the process offers very positive advantages, 
Black adds. The process will help clean up forests and fields, 
avoid open burning, and will utilize virtually 100 percent of the 
feedstock material to produce energy products with minimal 
waste problems. Water used in the process will be largely recycled. 

At the UC Forest Products Laboratory at Richmond, across 
the Bay from San Francisco, Dr. Brink and his associates have 
been producing ethanol from wood chips of white fir and other 
biomass materials in a ‘‘batch method’’ research project. They 
now are constructing a larger ‘‘continuous flow’’ unit which will 
establish the engineering data needed to scale up to the full size 
of the initial commercial plant. 

“The new unit also will help us develop the specific equipment 
design, while we’re testing various other forestry and 


agricultural residue stock,”’ says Brink, who has been research- 
ing the technology of various components used in the system to 
produce ethanol from wood since 1964. 

“Lignocellulose—the material forming the woody cell walls of 


Alexander Black, Chairman of the Board of GeoProducts (left), ex- 
plains to SP forester Charles Edwards how smaller trees, like these 
thinned from SP’s Plum Valley Plantation in a good forestry man- 
agement program, can be used to produce gasohol and electricity. 
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plants—is composed of lignin and polysaccharides (car- 
bohydrates). This material represents the largest single source of 
carbohydrates in the plant kingdom that can be hydrolyzed to 
sugars and converted into fuel alcohol,’’ he explains. 

Biomass materials that are preponderantly lignocellulosic in- 
clude all wood residues generated in logging, forest thinning, and 
sawmilling operations; prunings of orchard, vineyard and or- 
namental plants; stalks of cotton plants; and the stems or stalks 
of wheat, rice, barley, and corn. Sugar cane bagasse (the fibrous 
residue left after the juice has been extracted) is also a fine 
feedstock, and this would be used in the Hawaiian plant being 
studied. 

The Brink-UCFPL process is described in a graphic (but 


“We may well be growing our energy 
in the future.”’ 


necessarily oversimplified) way in the accompanying drawing. 
Some ethanol manufacturing plants would make use of low- 
temperature geothermal steam deposits nearby, but the process 
does not require that help to be energy self-sufficient. 

Major advantages of the process, Prof. Brink points out, are 
its use of a really wide variety of biomass materials with an ex- 
treme range of moisture content, and the fact that it will fully 
utilize the material, including the solid residues remaining after 
hydrolisis, in ‘‘an environmentally benign manner.’’ 

A small production facility that uses 280 tons of wood residue 
a day (or 140 tons on a dry-weight basis) could turn out about 
7,000 gallons of ethanol, 500 gallons of methanol and 835,000 
cubic feet of methane gas. 

“Alcohol production from lignocellulose can provide a 
substantial percentage of the energy used in the United States,” 
declares Brink, ‘‘and this could be accomplished as rapidly as 
any program involving fossil or nuclear fuels if a national effort 
is dedicated to such a program. We may well be growing our 
energy in the future.” 

The U.S. presently uses about 170 million gallons of unleaded 
gasoline a day, so the immediate potential market for ethanol is 
17 million gallons a day. Higher percentages of alcohol use can 
be anticipated as new production becomes available and as fossil 
fuel shortages continue. 

Engineering design specification should be ready later this year 
for the first GeoProducts/SP Land ethanol plant. ‘In about two 
years,” says Linde, ‘‘we could be on-stream with a production of 
about 2 million gallons of ethanol a year. We’re also studying a 
7-million-gallon plant. Even higher volume plants can be built in 
areas with sufficient feedstock.’” 

Relatively small plants can be commercially feasible with the 
Brink process, Linde notes, so they can be located close to both 
sources of feedstocks and local gasoline distribution centers. 
There is considerable interest in licensing the process for other 
plants across the country and in other nations with scarce 
petroleum reserves. 

SP Land Company foresters manage about 450,000 acres of 
forest land in Northern California under sustained-yield pro- 
grams of selective timbering and replanting, and they are deeply 
interested in the GeoProducts plans. 

Good practices of forestry management will be enhanced, they 
feel, by the new markets that the GeoProducts processes will pro- 
vide for logging waste, fire-damaged or other dead and dying 
trees, or small trees cut in thinning procedures. The U.S, Forest 
Service estimates that more than 30 million tons of such 
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Turning Wood Waste into Electricity and Gasohol 


Artist’s conception shows how the Brink process will be used by 
GeoProducts in a commercial plant. Wood chips for agricul- 
tural biomass) are transformed by hydrolysis into sugar 
solutions which are then fermented into ethanol. Wet oxidation 
converts residues into methane, carbon dioxide and thermal 
energy, and the off-gases are expanded through turbines to pro- 
duce electricity. Geothermal steam deposits, if conveniently 


close, can increase energy efficiency of such plants by providing 
heat to the process (as shown on the right side of sketch), but 
this is not necessary and in fact may occur only in a few situa- 
tions. Thermal energy developed in the wet oxidation stage can 
supply heat to other steps in the process so that it is 
energy-independent. 


A “deck”’ of cull logs—those not 
suitable for lumber—is checked 
out by SP forester Scott Warner on 
the slopes of the Sierra Nevada. 
SP Land and GeoProducts plan 
fo convert much presently wasted 
woad into energy. 


High-speed chip harvester chops up a cull log. The Brink process can 
utilize even wood chips with too much bark or other residues for 
normal commercial chip use, 


materials are produced every year in California forests alone. 

Low-temperature geothermal fields are a relatively unused 
source of energy, and they occur in many locations in western 
states. GeoProducts controls geothermal resources on about 
34,000 acres in California and Nevada and owns an undivided 
half-interest in 2,800 acres of land in Lassen County, in north- 
east California not far from the Nevada line. 

Plans are well underway thereat Honey Lake, near 
Wendel—for a pioneering 55 megawatt power plant, scheduled 
for 1984-85, that does not include the ethanol process. 

Kenneth L. Boren, GeoProducts President, describes the 
planned steam power plant as a “‘hybrid’’ in which low-tem- 
perature geothermal fluids will preheat the combustion air and 
the boiler feed water, which then will be made hotter by burning 
about 1,000 tons a day of sawdust, slash and wood chips. Part of 
the geothermal heat will be used first, Boren explained, to dry the 
wood waste and increase its efficiency in the combustion process. 

Preliminary engineering design and project analysis for the 
Honey Lake plant is being financed by GeoProducts, the U.S. 
Department of Agriculture-Forest Service Region 5, the U.S. 
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Geothermal steam—as in this field near Fernley, Nevada—is a com- 
mon but relatively untapped energy source in western states. It can 
be used for power, heating and agricultural processing. 


Department of Energy, and the California Department of Water 
Resources. The latter agency has agreed to purchase electricity 
for operations of the State Water Project. Part of the output also 
can be made available for use in the Lassen County area. 

“We are watching Honey Lake carefully,”’ a power company 
official has said. “‘It just might provide the key to unlock other 
low temperature geothermal fields to useful development.” 

GeoProducts also is experimenting with the use of such 
geothermal heat to dehydrate alfalfa and other agricultural pro- 
ducts, or for greenhouses. Thirty large hydroponic greenhouses, 
build by GeoProducts and sold to commercial operators at the 
Honey Lake site, are used to grow tomatoes and other vegetables 
on a 12-month basis. Geothermal space heating kept them at a 
comfortable 60 degrees last winter when the outside temperature 
dropped to 10 below. 

SP Land holds leases in other property containing major geo- 
thermal deposits, in the Imperial Valley in southeastern Califor- 
nia, and, in an entirely separate project, is engaged there in joint 
research and development with power and oil companies. 


SPPL Moves Its Product Quietly, Efficiently 


Last year, more than 231 million barrels of petroleum products were transported. 


You can’t see it, you can’t hear it, it’s 
operating near capacity, it has fewer than 
430 employees, and its operating reve- 
nues last year were almost $73 million. 

Southern Pacific Pipe Lines, Inc. 
could be called the silent subsidiary of 
Southern Pacific Company: 99 percent 
of it is from three to five feet under- 
ground, literally out of sight and earshot. 

During 1956, its first year of opera- 
tion, about 10 million barrels of refined 
petroleum products moved through 
1,019 miles of line. Last year more than 
231 million barrels—9.7 billion gallons 
—were transported in the 2,511-mile 
system in six western states. 

By 1954, it was obvious to transporta- 
tion planners that the growing Arizona 
consumer market for gasoline and 
petroleum products, centered around 
Phoenix and Tucson, was racing past the 
economic capacity of railroad tank cars 
or tank trucks. 

While the SP railroad connected this 
area with refineries in Los Angeles and El 
Paso and was transporting a substantial 
part of the petroleum volume by tank 
car, company planners believed construc- 
tion of a pipeline by someone was in- 
evitable. 

Although it would mean loss of 
business for the railroad, SP figured it 
would be better to lose it to its own 
pipeline rather than to some other com- 
pany. That the railroad had much of the 
needed right of way was only icing on the 
cake. 

In February 1955, President D. J. 
Russell gave the go-ahead to the project. 
Southern Pacific became the first 
railroad to build and operate a major 
refined products pipeline system. 

The first system comprised two 
separate pipelines: one connecting Los 
Angeles refineries with Phoenix, in- 
cluding intermediate delivery terminals at 
Colton and Niland, Calif; the other con- 
necting El Paso refineries with the Tuc- 
son and Phoenix areas. Construction was 
completed by the end of 1955. 

While an initial investment in pipeline 
facilities is high, their inherent efficiency 
gives them an advantage in keeping a lid 
on operating costs. And everyone 
benefits. 

Today the tariff between Los Angeles 


These incoming manifolds at Concord, Calif., receive products from five different sources 
and distribute them to 11 storage tanks or five outgoing pipelines. 
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and Phoenix is 61 cents per barrel (42 
U.S. gallons), compared with rail and 
truck rates of between $3.50 and 34 a 
barrel. Because of this low rate, SPPL 
handies almost all of the petroleum pro- 
ducts used in Arizona. 

Since its beginning 25 years ago the 


Scheduler Perry Markley, at SPPL’s Los 
Angeles headquarters, updates the “‘paper 
pipeline,” a detailed written record of 
everything in the pipeline at any given time. 
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SPPL pipeline network has expanded to 
include routes: 

* From San Francisco Bay Area 
tefineries to Reno and Fallon, Nevada, 
with lateral lines to Atwater, Chico, San 
Jose, Oakland, Brisbane and the San 
Francisco International Airport. 

* From marine terminals at Portland 
south to Albany and Eugene. 

* From Bakersfield refineries north to 
Fresno. 

* From the Los Angeles area south to 
San Diego (owned jointly with the Santa 
Fe}. 

These pipelines also provide direct ser- 
vice to 13 military installations. 

In 1970 Black Mesa Pipeline Inc., an 
SPPL subsidiary, completed construc- 
tion of a 273-mile coal slurry line which 
delivers bituminous coal from north- 
eastern Arizona to a power plant on the 
Colorado River, near Davis Dam, 
Nevada, Black Mesa, the world’s largest 
and longest facility of its kind, can pump 
660 tons of coal an hour. 

Earlier this year, in a move to handle 
an increasing volume of traffic, SPPL 
used the railroad’s right of way {about 54 
percent of all the pipeline is along the 
right of way) to complete a new $13.1 
million, 32-mile pipeline between the 
City of Industry and Colton in the Los 
Angeles area. 


Top: Typical of the neat installations of 
SPPL is this one at Concord, Calif. Top 
Right: Lead Operator Cari Dingman takes 
a break during a scheduled inspection of 
facilities at Watson Terminal, near Los 
Angeles. Above: This device—called a prov- 
er—tests the accuracy of the meters used to 
measure the movement of products so 
customers are billed only for what they 
ship. Right: SPPL owns 362 storage tanks 
like this one at the Watson Terminal. 


This new 20-inch pipeline, which 
replaced an existing 16-inch line, has in- 
creased the capacity from 10,000 to 
12,500 barrels an hour. The 16-inch line 
was left in place for possible future ex- 
pansion. 

The nerve center for this vast transpor- 
tation network is in the Pacific Electric 


To the Stockholders: 


While the recession continues to hurt the railroad busi- 
ness, particularly in reduced shipments of automobiles, 
lumber and other construction materials, its impact upon 
Southern Pacific Company has been cushioned by opera- 
tions in real estate and natural resources, pipe lines, com: 
munications and financial services. Most of these diversified 
activities are doing well despite the recession, The Com- 
pany is also making adjustments in the work force and other 
expenses, to match the level of business. 

Net income for the second quarter of 1980 was 
$29,164,000, or $1.08 a share. That is a 50% decline from 
the record $58,547,000, or $2.17 a share, earned by SP in 
1979's second quarter—but it is more than three times the 
net income of this year’s first period. 

For the six months ending June 30, Southern Pacific had 
net income of $38,093,000, or $1.41 a share, down 59% 
from the $92,284,000, or $3.42 a share, in the first haif of 
1979. 


Even though the general economy isn’t doing as weil 
right now as we would wish, this summer is proving to be 
an important time for shaping the future of Southern Pacific. 
There are several promising developments of interest to 
our shareowners: 

@ The merger of Southern Pacific Company into Santa 
Fe tndustrias, under a Memorandum of Intent announced 
May 15, will combine transportation, natural resources, real 
estate, financial services and other activities. The new hoid- 
ing company, to be named Santa Fe Pacific industries, will 
offer stockholders a broader-based enterprise and the pub- 
lic more efficient services. Greater strength and capability 
of the combined rail operations, covering 25,000 mainline 
miles under a new Southern Pacific and Santa Fe Railway 
Company, will enable us to maintain our competitive pasi- 
tion in an environment in which a number of major new 
railroad combinations are being formed. 

Task forces from Southern Pacific and Santa Fe are 
making good progress in studying the properties of both 
companies and preparing a merger agreement, which is 
scheduled for completion August 31. This will be submitted 
for approval to the shareowners of both companies, and 
then to the Interstate Commerce Commission (ICC) and 
other regulatory agencies. The ICC, under present law, has 
31 months to hold hearings and rule on merger applications, 
so it could be several years before the merger could be 
accomplished. 

© Railroad deregulation is moving forward in Congress, 
and it is expected that legislation wiil be passed soon to 
give the railroads greater rate-making freedom. 

© The ICC last month approved the purchase for $57 
million of 992 miles of Rock Island lines from New Mexico 
to St. Louis by our St. Louis Southwestern Raitway subsid- 
jary (Cotton Belt}. The acquisition of these lines must stil! 
be approved by the court which has jurisdiction over the 
bankrupt Chicago, Rock Island and Pacific Railroad Com- 
pany. The Cotton Beit has been operating these tines, with 
its own funds, under temporary authority since March 24. 
While we can expect operating losses for some time, these 
lines of railroad shorten our routes between California and 
St. Louis by 400 mites, enable us to serve the Kansas City 
area, and aliow us to participate in the rail transportation of 
Midwestern grain. 

® A tong-standing problem—ihe future of the San Fran- 
cisco Peninsula commute trains—has finally been resolved. 
The State of California Department of Transportation and 
Southern Pacific signed an agreement July 1 under which 


and Phoenix is 61 cents per barrel (42 
U.S. gallons), compared with rail and 
truck rates of between $3.50 and $4 a 
barrel. Because of this low rate, SPPL 
handles almost all of the petroleum pro- 
ducts used in Arizona. 

Since its beginning 25 years ago the 


Scheduler Perry Markley, at SPPL's Los 
Angeles headquarters, updates the “paper 
pipeline,”’ a detailed written record of 
everything in the pipeline at any given time, 
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SPPL pipeline network has expanded to 
include routes: 

¢ From San Francisco Bay Area 
refineries to Reno and Fallon, Nevada, 
with lateral lines to Atwater, Chico, San 
Jose, Oakland, Brisbane and the San 
Francisco International Airport. 

* From marine terminals at Portland 
south to Albany and Eugene. 

* From Bakersfield refineries north to 
Fresno. 

* From the Los Angeles area south to 
San Diego (owned jointly with the Santa 
Fe). 

These pipelines also provide direct ser- 
vice to 13 military installations. 

In 1970 Black Mesa Pipeline Inc., an 
SPPL subsidiary, completed construc- 
tion of a 273-mile coal slurry line which 
delivers bituminous coal from north- 
eastern Arizona to a power plant on the 
Colorado River, near Davis Dam, 
Nevada. Black Mesa, the world’s largest 
and longest facility of its kind, can pump 
660 tons of coal an hour. 

Earlier this year, in a move to handle 
an increasing volume of traffic, SPPL 
used the railroad’s right of way (about 54 
percent of all the pipeline is along the 
right of way) to complete a new $13.1 
million, 32-mile pipeline between the 
City of Industry and Colton in the Los 
Angeles area. 


Top: Typical of the neat installations of 
SPPL is this one at Concord, Calif. Top 
Right: Lead Operator Carl Dingman takes 
a break during a scheduled inspection of 
facilities at Watson Terminal, near Los 
Angeles. Above: This device—called a prov- 
er—tesis the accuracy of the meters used to 
measure the movement of products so 
customers are billed only for what they 
ship. Right: SPPL owns 362 storage tanks 
like this one at the Watson Terminal. 


This new 20-inch pipeline, which 
replaced an existing 16-inch line, has in- 
creased the capacity from 10,000 to 
12,500 barrels an hour. The 16-inch line 
was left in place for possible future ex- 
pansion. 

The nerve center for this vast transpor- 
tation network is in the Pacific Electric 


we will continue to operate the trains for at least 10 years, 
while the state and local transit agencies have taken over 
the financial responsibility for operating losses. This will 
save Southern Pacific about $11 million a year in operating 
expenses under present conditions. 

These developments give us considerable optimism for 
long range improvement in our railroad operations. Even in 
the short term, some traffic trends look encouraging, While 
ihe recession’s effect on second-quarter business of South- 
ern Pacific's rail subsidiaries was widespread over many 
commodities, there were significant increases in shipments 
of grain, coal, fresh fruits and vegetables, and iron and steel 
products. Several thousand additional carloads of grain 
were moved and revenues from grain shipments were up 
56% from last year. This represented additional Midwestern 
traffic over the Rock Island route, plus farge new export 
grain shipments to Mexico, 

A year of experience with deregulation of rail transporta- 
tion of fresh fruits and vegetables also has been a growing 
success, and perishable revenue gained 31% in the second 
quarter, compared to 1979, This gain was made even though 
rail traffic was helped in June of last year by a strike of 
independent truckers in the agricultural areas. 

Consolidated operating revenues totaled $700 million in 
the second quarter, up 5% from $667 million in 1979. For 
the six months, operating revenues were $1.379 billion, 9% 
more than the $1.263 billion recorded in 1979. 

Freight rate increases heiped keep revenues up, but 
these have not kept pace with inflation. The Interstate Com- 
merce Commission approved rate boosts averaging about 
6.5% on selected commodities effective July 12 on Western 
railroads, including Southern Pacific, and this should help 
offset_ increased labor, material and other costs. 

In Texas, a breakthrough ratemaking approach has been 
negotiated with shippers and receivers of aggregates— 
rock, sand and gravel—by unit train. Two contracts have 
been filed with the Texas Raitroad Commission for shuttie 
movements of 60-car trains on 250-mile routes from Beck- 
mann, near San Antonio, to two distribution centers in the 
Houston area. 

Operating income of SP’s real estate and natural re- 
sources subsidiaries rose 33% in the second quarter, from 
just over $11 million in 1979 to $74.6 million, primarily be- 
cause of greater land sales and improved timber sales. 

The insurance, financiai and printing services of Ticor, 
acquired by SP last summer generated $4 million in pre-tax 
income to the 1980 second quarter. 

Southern Pacific Communications Co, expanded its cus- 
tomer base and increased revenues by 72% in the quarter, 
compared to 1979, while improving operating income from 
$3.3 to $4.4 million. 

Pipe tine subsidiaries held even with last year, recording 
$7.9 million in operating income in the quarter. 

Trucking operations, strongly affected by cutbacks in 
shipments of new automobiles, had an operating loss of 
about $1.2 million in the quarter, compared to a $1 million 
loss a year ago. 

Other income showed an increase of $4.4 million for the 
quarter, compared to 1979, because of gains from sales and 
increased rentals fram miscellaneous property, which were 
partially offset by tower interest income. 

These diverse operations give batance to Southern Pacific 
as the transportation activities follow the cycles of general 
industry. The present rebound in housing starts and the 
lowering of interest rates are good signals that the overall 
economy may be on track for recovery. 


is 


Chairman and Chief Executive Officer 
San Francisco, July 24, 1980 


Southern Pacific and the State of California signed 
an agreement July 1 for the state and local transit 
districts to take over financial responsibility for San 
Francisco Peninsula commute trains, which SP will 
continue to operate. Governor Edmund G. Brown, dr., 
was on hand (at the microphone) for a special train 
commemorating the agreement, along with Chairman 
B. F. Biaggini, State Transportation Director Adriana 
Gianturco and the news media. 


Railroad refrigerator cars, rolling through California’s 
fertile Salinas Valley (below), symbolize a resurgence 
of fresh fruit and vegetable traffic on Southern Pacific 
since deregulation of rail transportation of perishable 
crops just over a year ago. 


| “OPERATING EXPENSES 


NET INCOME(1) é 


Consolidated Subsi: 


~ STATEMENT OF. CONSOLIDATED INCOME: 
“QPERATING REVENUES 


Railroad ~; 
Trucking: : 


“Pipeline: 


Real estate and natural resources 
Communications: 


Railroad 0. ba eevee ol bee : 
Trucking .. ; 
Pipeline ..:c.c..0..0eebe eet 
“Real estate and natural resources 
‘Communications ...........44 


: EQUITY IN EARNINGS OF 


UNCONSOLIDATED COMPANIES......:....... : 


OTHER INCOME : 

Miscellaneous rentals ............606 000s eee 
Gains from sales of property 
Interest . 
‘Other non- operating items 


INCOME BEFORE INCOME TAXES.............. _ 


INCOME TAXES 


“Current . 
Delerred ois. cadauwei as Sloe uaaiee eke en ook 


AVERAGE NUMBER OF SHARES OUTSTANDING: 


NET INCOME PER SHARE(}), 
DIVIDENDS PER SHARE: .. 


‘Net income for ‘the quarter and six months.ended dun’ 
$3.8 million (14 ‘cents per share) ‘refiecting: Ticor's e 
of Ticor by Southern. :Pacific Compan : 


“ Note(1): 


Southern Pacific Company and Consolidated Subsidiaries : 


: STATEM ENT OF CONSOLIDATED INCOME 


ee ‘(in millions, exce| per-share data) ’ 


Six Months Ended ” 


"Six Months Ended 


‘ of Ticor-by Southern:Pacific Company:: 


$3.8 million:(14 ‘cents per-share) ‘reflecting Ticor’s earnings and ‘Interest ex, 


and tax effects ‘associated with the purchase © 


Thrée Months Ended “<-'Three Months Ended 
‘June 30,1980: June 30,1979 dune 30, 1980 dune’30, 4979 
OPERATING REVENUES : me : aL aee ee ; : 
Railroads cisco etnaer ns sue tn stees iipaecethe fo °$ °583:7.-: $..572.8~ oS $1,156.4 °° $1,086.0 
Trucking .. E 34.0 35.1 713 724A 
Pipeline... 0.0... es ci ew tee ee 20.3 17.6 38.8 35.0 
Real estate.and natural resources 23.6 18.6 38.4 29.2 
Communications . 2.05.00 cee ee ee 38.8 22.6 74.4 40.5 
Wal. go yc. 64 sang be PAR ees i 700.4 “666.7 1,379.0 1,262.8 
OPERATING EXPENSES 
“RattrOads ysis ie ai ee te ina waiate che. 571.2 524.5 1,137.0 1,008.2 
Trucking .. 35.2 36.1 74.0 73.0 
Pipeline 2.0. cc eee ee cece eae 12.4 9.8 22.5 19.6 
Real estate and natural resources a 9.0 7:6 14.5 13.2 
Communications ....... 6c a eee eee eens 34.4 19.3 65.8 35.8 
DONA ss erat 08h tes wees aden tn AA NHN e 662.2 §97.3 1,313.8 1,149.8 
INCOME FROM OPERATIONS.................. 38.2° 69.4 65.2 113.0 
EQUITY IN EARNINGS OF 
UNCONSOLIDATED COMPANIES.............. 7.9 2.6 12.9 4.6 
OTHER INCOME 
Miscellaneous rentals...........06. 00. e cee 6.2 6.2 11.3 9.3 
Gains from sales of property 11.0 24 12.6 5.2 
‘Mnterest ieee fecdan octet’ 2.0 | ae) 5.4 16.1 
Other non-operating items . (2), (6) (1) (2.7) 
TOlab oii 8 caccsuag aovtean damon’ 19.0 14.6 : | 29.2 27.9 
INTEREST EXPENSE... 00.00 cece eee 33.7 is 220°. 65.7 43.9 
INCOME BEFORE INCOME TAXES............... 314 64.6 41.6 101.6 
INCOME TAXES 
‘Current .... it “3:8 7 6.4 
Deferred ... ig 245 22 28 2.9 
TOMB, cache ee Hila mands 4 ties inlGae bee ace ha 2.2 6.0 3.6 9.3 
NETINCOMEO). 000. o.oo. Benes es oe i $29.2 $58.6 $38.1 $. 923 
AVERAGE NUMBER OF SHARES OUTSTANDING. :”. 26.9 OE 26.9” 26.9 26.9 
:. (NET-INCOME PER SHARE(); ...'.. iP false acetals He $21.08 EB 217, S$. 41.41 $3.42 
DIVIDENDS PER SHARE... .... as $765 $2560 Ay $24.30 $0120 
Net inconie forthe quarter and six months ended June.30;.1980 ‘includes’ net rediictions of $1.7: million {6-cents por share) r ind = ae 


i 
1 
| 
4 


Southern Pacific Company 
SCUTHEAN PACIFIC BUILDING 


ONE MARKET PLAZA 
SAN FRANGISCO, CA 94105 


Building in downtown Los Angeles 
where President Byron K. Smith, Vice 
President William T. Eskew and a small 
cadre of capable pipeliners oversee the 
company in much the same way the 
pipeline operates: low-key, steady, and 
efficient. 

‘There are about 100 common carrier 
pipelines in this country,’”? Smith says, 
“and of those that move liquid refined 
petroleum products, we are one of the 


largest. We have a big volume, high 
quality, and profitable operation. We 
handle more military volume than any 
other pipeline.’’ 

“Gasoline consumption is down about 
nine percent nationally,” Smith says, 
“but our volume remains essentially the 
same because we serve the growing 
Sunbelt areas of the United States.” 

How, you may ask, can SPPL move 
different types of products through the 
same pipeline without fouling things up? 
Simple, if you have the technical know- 
how. 

The different shipments (or batches) of 
gasoline, fuel oil, and other products 
move along like cars in a freight train, 
with each batch filling fifteen or more 
miles of line. The difference is that these 
“cars’’ are liquid and cannot be kept 
apart by couplings. Although some very 
slight mixing occurs, by proper schedul- 
ing, maintaining positive pressures and 
placing of similar products next to each 
other, degrading is avoided, 

To help keep the pipeline clean, minute 
quantities of a liquefied anti-corrosion 
compound flow with the product to form 
asmooth protective film over the internal 
surface of the pipe. 

Scrapers are pushed through the line at 
regular intervals to remove any fine 
rouge or scale, and so minimize friction 


loss. Called ‘‘pigs’? in the trade, the 
scrapers are steel and rubber discs with 
wire brushes snugly fitting the inside cir- 
cumference of the pipe. 

All of this activity is monitored with 
the latest automated equipment by the 
Products Movement section, an around- 
the-clock operation. 

This section keeps tab on the flow by 
its ‘‘paper pipeline,”’ a detailed written 
record of everything in the line and its 
location at any particular time. 

This calibrated scheduling board— the 
pipeline system’s version of railroad Cen- 
tralized Traffic Control—enables a 
scheduler to determine the exact location 
of all batches moving through the 
system. 

Block valves, which can be closed 
when necessary to localize trouble, are 
installed on the line every 10 to 20 miles 
and at even closer intervals in densely 
populated areas. 

The pipeline is also monitored con- 
tinually with pressure gauges and flow 
meters which immediately indicate any 
trouble areas. 

As steady large volume petroleum pro- 
duct consumption develops in other 
areas, SPPL stands ready to build or ex- 
tend its present system to provide this 
economical transportation for shippers 
and the consuming public. 


Summary of the Annual Meeting of Stockholders 


To the Stockholders of Southern Pacific Company: 


The Annual Meeting of Stockholders was held on Thursday, 
May 15, 1980, at 4 East 61st Street, New York City, New York. 
Mr. B. F, Biaggini, Chairman and Chief Executive Officer of the 
Company, presided. 

There were 22,089,157 shares of the Company’s capital stock, 
81.92% of the total outstanding, represented by proxy or in per- 
son at the meeting. The continuing support and interest of the 
stockholders is appreciated by the Directors and Management. 

At the opening of the meeting, Mr. Biaggini introduced the 
Directors of the Company, all of whom were in attendance, also 
presenting the officers seated with him at the dais. He then 
reported that at a special meeting held earlier in the morning, the 
Board of Directors had approved a Memorandum of Intent pro- 
viding for a combination of the Company with Santa Fe In- 
dustries, Inc. He proceeded to read a press release on the subject 
to the stockholders, indicating that a similar announcement was 
being made at the same moment by the Santa Fe in Chicago (see 
page 6 of this Bulletin for the press release). 


Election of Directors 


The following nominees were elected to serve as Directors of 
the Company until the next Annual Meeting of Stockholders: 


Stephen D. Bechtel, Jr. 
B. F. Biaggini 
Thomas M. Evans 
Alan C, Furth 
John W. Hanley 
Ellison L. Hazard 
Robert B. Holmes 
Edmund W. Littlefield 
Denman K. McNear 
Arjay Miller 
Richard K. Miller 
Michael A. Morphy 
Henry T. Mudd 
George B. Munroe 
Jack S. Parker 
Richard S. Perkins 
Rocco C. Siciliano 


Management Proposal 


“‘Management introduced the resolution set forth in the Proxy 
Statement to ratify and approve the action of the Board of Direc- 
tors in employing Deloitte Haskins & Sells as independent public 


accountants to audit the books, records and accounts of the 
Company and its subsidiaries for 1980. The resolution was 
adopted, with 21,883,932 shares voting “‘For’? and 113,441 
shares (held by 568 stockholders) voting ‘‘Against’’. Shares 
represented by abstention votes, on forms of proxies returned by 
stockholders, were 91,784 held by 359 stockholders. 
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D. K. McNear (left), President, Southern Pacific Transportation 
Co., listens closely to a question from a stockholder. 


A. C. Furth, President, Southern Pacific Company, shares a light 
moment with stockholder Beatrice Shore of New York City, 


Stockholders’ Proposal 


Management Comments 


Mr. Eric Knaus introduced a resolution in behalf of Messrs. 
Lewis and John Gilbert, Mrs. Wilma Soss, Mr. Edward Banker, 
Dr. Joseph Viverito and Mr. David Brown, as covered in the 
proxy statement, requesting inclusion of certain provisions in 
any new stock option plan. He also made a statement in support 
of the resolution. 

It failed to carry, however, as 18,820,002 shares voted 
“Against”? and 1,670,156 shares (held by 8,544 stockholders and 
representing 8.15% of the votes cast) voted ‘‘For’’ the resolu- 
tion. Shares represented by abstention votes, on forms of proxies 
returned by stockholders, were 1,598,999 held by 2,085 
stockholders. 

No other matters were presented for action at the meeting. 


“Last year at this time,’’ Mr. Biaggini told the stockholders, 
“T had the pleasant task of informing you that Southern 
Pacific’s net income for the first quarter of 1979 set a record. I 
went on to say that prospects for the remainder of 1979 were very 
good. As our December 31 earnings statement showed, this turn- 
ed out to be an accurate appraisal. 

“This year my report is optimistic for the long term, but in the 
short range must take into account the recession in which we find 


ourselves, which has cut sharply into the traffic of our transpor-. 


tation subsidiaries,’’ he continued. ‘“‘However, as we planned, 
the diversified operations of Southern Pacific Company helped 
balance our income against the recession impacts of the transpor- 
tation area.”” 


All members of the Board of Directors attended the Annual Meeting of Stockholders. Above (left to right): Stephen D. Bechtel, Jr., Thomas 
M. Evans, John W. Hanley, Ellison L. Hazard, Robert B. Holmes, Edmund W, Littlefield and Arjay Miller. Opposite page (left to right): 
Richard K. Miller, Michael A. Morphy, Henry T. Mudd, George B. Munroe, Jack 8. Parker, and Richard S. Perkins. B. F. Biaggini, Alan 
C. Furth, Denman K, McNear and Rocce C, Siciliano were on the dais. 


Southern Pacific in the first quarter of 1980 had net income of 
$8.9 million, down 74% from the previous year’s record for that 
period. 

The Company’s down-trend is a reflection of the U. S. 
economy in general, especially the automobile and forest pro- 
ducts industries, in which there have been numerous plant clos- 
ings and layoffs this year, Mr. Biaggini said. For example, 275 
forest products plants in the Pacific Northwest have closed, with 
another 329 substantially curtailing operations. 

“We don’t foresee an upswing in traffic until later in the 
year,’’ he adds, ‘‘although there have recently been some glim- 
mers of silver lining visible among the dark economic clouds.” 
Interest rates, which strongly affect housing and automobile 
markets, have been declining recently, he said. Over the long 
term, the Department of Transportation predicts that, during the 
°80s, a growing U. S. economy will require a doubling of freight 
transportation, and railroads—with their energy efficiency and 
environmental advantages—will have to handle a greater gain in 
traffic than any other transportation mode to meet that demand. 

“The key to the railroad industry’s ability to handle that big 
assignment is deregulation,’’ Mr. Biaggini declared. ‘‘For many 
years, government regulations have severely hampered the 
railroads, preventing them from earning the same kind of return 
on investment that other industries enjoy. The U. S. railroad in- 
dustry in 1979 earned a rate of return on investment of only 
2.7% —and this was the first time in five years that the rate top- 
ped 2%. Such a meager return is obviously inadequate if the 
railroads are to continue as viable entities in America’s free 
enterprise system. 

“Fortunately, deregulation is moving forward in the Con- 
gress. The Senate has passed The Rail Transportation Policy 
Act, and similar legislation is pending in the House. These bills 
include provisions that would give the railroads greater rate- 
making freedom, including incentives to enter into volume con- 
tracts with shippers. Another important feature would permit 
railroads to index their rates to compensate for inflation and 
thereby reduce the significant revenue losses that now result from 
regulatory lag.’’ 

Mr. Biaggini pointed out that deregulation was given impetus 
in May, 1979, when the Interstate Commerce Commission—ac- 


Prior to the meeting, Chairman B. F. Biaggini greets a fellow 
Californian, stockholder Ronald Jurgensen of Long Beach. 


ting as a result of a Southern Pacific petition—gave railroads the 
opportunity to compete on a more equitable basis with truckers 
by removing the regulations governing the rail transportation of 
fresh fruits and vegetables. Given the freedom to set rates and 
establish more flexible services—based on the marketplace, 
rather than on rigid regulatory rules—railroads increased fresh 
produce traffic by 14% in 1979 over 1978, reversing a 25-year 
decline in rail perishables business. Southern Pacific’s railroad 
subsidiary hauled 16% more perishables in 1979 than in 1978, 
and it is continuing to refine marketing procedures in 1980. 
Energy efficiency is an integral part of the rail industry’s long- 
term prospects, Southern Pacific commented. ‘‘Our trains can 
move four times as much freight per gallon of fuel as long-haul 
trucks over a comparable route. The inherent fuel efficiency of 
railroads is already saving America millions of gallons of fuel a 
year. And these savings could be greatly increased if more of the 


Among those asking questions from the 
floor were Eric Knaus (left), represent- 
ing John and Lewis Gilbert; Betty Spark 
of New York City (center); and Robert 
Gibson, also a New Yorker. 


nation’s goods moved by rail, as may well happen as fuel prices 
continue to rise. We anticipate increases in intermodal traffic, 
with trains carrying a load of freight a long distance while trucks 
at each end of the haul provide local pickup and delivery.” 

Mr. Biaggini summarized for the stockholders an agreement 
which should resolve the long-standing problem of deficits in 
operating the commuter trains on the San Francisco Peninsula. 
He also reported new developments in Southern Pacific’s diver- 
sified other activities, including new pipeline construction, the 
Communications Company’s application to put a satellite system 
in orbit, and the Land Company’s acquisition of a 50% interest 
in GeoProducts Corporation. These developments are reported 
in detail in other articles in this issue of the Bulletin. 

An important part of the Company’s diversification, Mr. 
Biaggini added, ‘‘was last summer’s acquisition of Ticor, one of 
the West’s leading financial services institutions. Although the 
title insurance segment of Ticor is inevitably suffering because of 
the housing slump, Ticor added $2 million of income to Southern 
Pacific results during the first quarter of 1980. Ticor is producing 
impressive gains: in its trust and investment services, with 
fiduciary assets under management currently totaling about $2 
billion.”’ (These Ticor services are also featured in this Bulletin, 
in an article beginning on page 20.) 


Directors Arjay Miller (left) and Jack S. Parker confer shortly after 
the Board of Directors’ meeting. 
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Stockholders’ Questions 


A summary of questions and answers which seemed to be of 
general interest to all stockholders follows: 

Mr. Knaus, representing Messrs. Lewis and John Gilbert, in- 
quired about senior officers’ expenses and the extent and super- 
vision of the internal auditing staff. Mr. Biaggini replied that of- 
ficers’ reimbursed business expenses are audited every year. Mr. 
Praeger, Vice President and Controller, said that the Company 
and its subsidiaries had 76 internal auditors, of whom 50 report 
to him and 26 report to the President of Ticor, and they make 
continuing reviews of the activities of various departments and 
subsidiary companies. In addition, Deloitte Haskins & Sells, in- 
dependent certified accountants who are elected by the 
stockholders, audit the books and accounts of the Company and 
its subsidiaries every year. The Interstate Commerce Commis- 
sion also examines the accounts of the Company’s transportation 
subsidiaries. 

Mr. Knaus then asked if the Company had a Nominating 
Committee for the selection of Directors and Mr. Biaggini 
replied that the Company did not presently anticipate the need 
for such a committee since the Board of Directors acts in this 
capacity and reviews all recommendations for candidates. 

Mrs. Betty Spark, Mr. Ralph Metzger, Jr. and Mr. Knaus ask- 
ed for further clarification of what the stockholders would 
receive in exchange for their stock in the merger of Southern 
Pacific and Santa Fe Industries. Mr. Biaggini explained that each 
share of Southern Pacific stock would be exchanged for .55 of a 
share of Santa Fe Industries common stock, and $13.75 in par 
value of a new convertible preference stock of Santa Fe. The 
preference stock would carry a dividend rate of 914%. Based on 
the current Santa Fe dividend on its common stock and the divi- 
dend of $1.306 on the preference stock, each Southern Pacific 
share would receive $2.736 in dividends as compared with $2.60 
per share now paid by Southern Pacific. The preference stock 
would be convertible into .1952 of a share of Santa Fe Industries 
common stock. Upon conversion, and including the .55 of a 
share of Santa Fe Industries common stock, each Southern 
Pacific share would receive .7452 share of Santa Fe Industries 
common stock. Mr. Biaggini cautioned, however, that because 
of the necessity of obtaining regulatory approvals, it would take 
anumber of years before the merger and exchange of stock could 
be effected. 

Mrs. Betty Spark inquired whether the Company had a divi- 
dend reinvestment program, and Mr. Biaggini replied that such a 
plan had been in effect since 1973, and was administered by 
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Citibank in New York. At the present time, there were about 
2,735 stockholders enrolled in the program and the Company 
would be glad to furnish information on the plan to any 
stockholders who might be interested. 

Mrs. Beatrice Shore, Mrs. Spark and Mr. Knaus asked about 
the future prospects of rail passenger service and whether it was 
now possible to go from the East Coast to the West Coast by 
train. Mr. Biaggini said that while transcontinental service is 
available, it was necessary to change trains enroute to either 
coast. He also explained that the trains were operated by the Na- 
tional Railroad Passenger Corporation (Amtrak), which took 
over responsibility for the nation’s intercity passenger service in 
1971, and that Amtrak was subsidized by the taxpayers and 
operating at a substantial deficit. Numerous studies had found 
that the passenger train was consistently surpassed in energy effi- 
ciency by the bus. This was because the weight of the passenger 
equipment greatly exceeded the weight of the passengers being 
carried. Whereas the ratio of the weight of the passenger car to 
the weight of passengers was one-to-nine, that of the bus was on- 
ly one-to-four. In freight service, on the other hand, the contents 
of a loaded freight car exceeded the weight of the car itself by a 
ratio of three-to-one or more. 


Directors and Officers Present 


The following Directors and Officers of the Company were in 
attendance: Directors: Stephen D. Bechtel, Jr., B. F. Biaggini, 
Thomas M. Evans, Alan C. Furth (President, Southern Pacific 
Company), John W. Hanley, Ellison L. Hazard, Robert B. 
Holmes (President, Ticor), Edmund W. Littlefield, Denman K. 
McNear (President, Southern Pacific Transportation Company) 
Arjay Miller, Richard K. Miller, Michael A. Morphy, Henry T. 
Mudd, George B. Munroe, Jack S. Parker, Richard S. Perkins 
and Rocco C. Siciliano (Chairman of the Board and Chief Ex- 
ecutive Officer, Ticor). 

Officers: Robert J. McLean, Executive Vice President- 
Finance; L. E. Hoyt, Vice President; W. R. Denton, Vice Presi- 
dent; H. A. Waterman, Vice President and General Counsel; D. 
L. Praeger, Vice President and Controller; J. G. Shea, Vice 
President-Public Relations; A. E. Hill, Secretary; L. F. Peter- 
son, Manager, Corporate Auditing; H. R. Huber and E. J. Cam- 
pion, Transfer Agents. Officers of the following subsidiaries 
were also present: Southern Pacific Transportation Company — 


Two of Southern Pacific’s youngest vice presidents, Robert D. Krebs 
(left), Transportation, and Peter G. Vajta (center), Marketing, 
discuss aspects of the railroad business with stockholder Clement A. 
Erb of Stony Brook, N.Y. 


R. L. King, Vice President-Traffic; A. D. DeMoss, Vice 
President-Operations; R. D. Krebs, Vice President- 
Transportation; J. W. Germany, Vice President-Management 
Services; P. J. Vajta, Vice President-Marketing; R. E. 
Wynkoop, Vice President-Sales; E. L. Johnson, Controller; R. 
C. Cynor, Assistant Vice President-Sales (Chicago); W. T. 
Delmater, Regional Sales Manager (New York); W. H. Matzen, 
Area Sales Manager (New York); and H. J. Riopelle, Assistant 
to Regional Sales Manager (New York); Southern Pacific Land 
Company — O. G. Linde, President; Southern Pacific Com- 
munications Company — C. Gus Grant, President; Southern 
Pacific Pipe Lines, Inc. — B. K. Smith, President; Bankers Leas- 
ing Corporation — B. Goldman, President; Pacific Motor 
Trucking Company — T. T. Edwards, President. 

Messrs. G. R. West and P. K. Swentzel, partners of Deloitte 
Haskins & Selis, independent public accountants for the Com- 
pany and its subsidiaries, were also present. 


A.E, Hill 
Secretary 
July 15, 1980 


Left: Southern Pacific Land 
Company President O, G. Linde 
(right) explains to stockholders 
Charles and David Heyn how the 
GeoProducts’ process converts 
waste materials into energy. (See 
page 7 for full story.) Right: 
Rocco C, Siciliano, Chairman and 
Chief Executive Officer of Ticor 
and a member of the Southern 
Pacific Board of Directors, listens 
intently to a query. 
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Ticor’s Professional Money Managers 
Work for Corporations and People Alike 


It may be too early to move Wall Street 
to Los Angeles, but observers in the last 
few years have noted that this dynamic, 
thriving business center has developed in- 
to a financial market that is the largest in 
the West and probably the second largest 
in the country after New York City. And 
it keeps on growing. Many companies 
have either moved their headquarters to 
Los Angeles or opened up major regional 
business operations here. 

Some companies, however, have been 
around for a while. One of them, Ticor, 
though now a nation-wide company, has 
been instrumental in the development of 
Southern California since the 1890s when 
people numbering in the thousands got 
off the trains in Santa Barbara, Los 
Angeles and San Diego to seek their for- 
tune and fame. 

Ticor, which joined the Southern 
Pacific family of companies last summer, 
has long been noted for its title insurance 
and other financial services. Its reputa- 
tion was built on these. Its investment 
services have also served thousands since 
the company was founded in Los Angeles 
in 1893. 

Department 
Boulevard, 


Investment 
Wilshire 


Ticor’s 
—located on 


James D. Moddlemog (left) and Paul 
Woodhouse, senior investment analyst, go 
over data that is used in developing the 
guarterly “Investment Profiles.” 
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Robert G. Sether fleftj, senior vice president of Tit 


le Insurance and Trust Company and 


manager of the Investment Department; James M. Moddlemog, investment research 
manager; Meri Anne Beck, senior investment analyst; and Philip W. Burge, assistant 
manager of Investment Department and head of portfolio management, discuss one of the 
trust accounts for which the company is responsible for investments. 


downtown in the heart of the financial 
district—is responsible for assets valued 
at $2.7 billion. The great majority of 
these assets belong to the trust accounts 
of Title Insurance and Trust, and the re- 
mainder are made up of the investment 
portfolio of Ticor’s companies. 

“Much of the income earned from 
Ticor’s title insurance, mortgage in- 
surance and reinsurance operations is the 
result of investing insurance reserves,” 
remarks Robert G. Sether, senior vice 
president of Title Insurance and Trust and 
manager of the Investment Department. 

“The carrying value of Ticor’s invest- 
ment portfolio at the end of 1979 was 
$327 million. Most of these investments 
are held to satisfy regulatory require- 
ments of state insurance departments. 

“The significance of this investment 
income can be seen by comparing the 
$17.6 million in investment income for 
Ticor in 1979 with its $9.9 million in 
operating income,”’ Sether comments. 


“In a depressed economy, such as the 
one we are experiencing this year, invest- 
ment income adds stability and is a 
dependable source of earnings, thus off- 
setting the effects of reduced operating 
income on total net income.’ 

The Investment Department is also a 
key part of the fiduciary management of 
corporate and individual trusts, which 
number about 6,000. 

Title Insurance and Trust, as one of 
the largest non-bank trust operations in 
the nation, is constantly developing and 
tefining investment strategies on behalf 
of its clients. One measure of the effec- 
tiveness of the Investment Department is 
through the results produced by pooled 
equity and fixed income funds for 
employee benefit plans. The equity fund 
for Ticor’s investment trust for employee 
benefit plans has been measurably better 
than an index of similar bank funds for 
the last five years. The rate of return 
earned by the fixed income fund—even 


though it has been adversely affected by 
rising interest rates in the last three 
years—has been comparable to similar 
funds managed by banks during the last 
five-year period. 

Recently, Ticor’s Investment Depart- 
ment assisted the Trust Department in 
offering four million shares of Getty Oil 
Company stock to the marketplace. The 
$296 million transaction benefited the 
Estate of J. Paul Getty, of which the 
company has been co-executor since the 
billionaire’s death in 1976. Of course, 
there are few transactions this size for 
any trust operation, but knowledge of 
markets and when to sell is important. 

“Many of our trust accounts, par- 
ticularly in pension and profit-sharing 
funds, are directed by committees ap- 
pointed by the individual companies, but 
even for many of these accounts we 
usually spell out the parameters they 
should follow in making investment deci- 
sions,” says Philip W. Burge, assistant 
manager of the Investment Department 
and head of portfolio management. 

“For other accounts, we may have full 
responsibility for the investments. 
Various accounts have unique re- 
quirements—some may need more em- 
phasis on high-yielding investments while 
others may require a larger proportion of 
growth-oriented investments,’’? Burge 
adds. 

“We have a wide range of accounts, 
including corporate trusts, individual 
trusts, and employee benefit and pension 
groups,’ Burge points out. ‘But 


ull 


Robert A. McDonald (sitting}, manager for 
bond investments, and M. L. Britain, 
senior portfolio manager, view the 
“quoter”’ which gives the current prices on 
stocks and bonds, 


status of one of their client accounts, 


regardless of the type of account, we take 
@ personal interest in them and visit with 
the customers as frequently as possible so 
we can learn more about them and tailor 
the portfolios to meet their particular ob- 
jectives. 

“Two trust accounts in our San Diego 
office have for many years held the con- 
trolling interest in a small, closely held 
company headquartered in Montana. 
The managers of our San Diego trust of- 
fice have traditionally served on the 
Board of Directors of the company and 
have played an active role in the manage- 
ment of the company. The stock was 
originally valued at around $7-8 per 
share, and it was recently sold for ap- 
proximately $100 per share when the 
company was purchased by a larger 
public company.’’ 

Sometimes, however, Ticor can’t give 
investment advice to its customers 
because of laws or regulations. For ex- 
ample, the company can’t give advice to 
customers 0n commodities or futures. 

Recently, a “‘little old lady’’ client call- 
ed a portfolio manager on a Friday after- 
noon to ask what silver was selling for. It 
turned out she had, sitting on the floor of 
her closet, 1,000 ounces in silver bars that 
her husband had purchased years ago, 
for around $3 per ounce. While the com- 
pany couldn’t advise her to sell it, it did 
point out that silver was selling for $38 
per ounce, and she was persuaded to 


Senior Portfolio Managers Lynn J. Danielson (standing) and Donald R. Silva review the 


store the bars in the company vault until 
she decided to sell. 

Ticor’s Investment Department has a 
staff of 15 professionals, including 
analysts, portfolio managers and 
specialists in fixed income securities. The 
company also has a resident economist, 
who is charged with studying and predic- 
ting the economic pulses of the nation 
and the world. 

James D. Moddelmog, Ticor’s invest- 
ment research manager, is responsible 
for developing the quarterly “‘Investment 
Profiles,’’ distributed to ali trust 
customers and to managers throughout 
the company. 

“We make up our own minds about 
what’s happening in the economy,’’ 
Moddelmog says. ‘‘We’re privy to many 
economic forecasts, but in the final 
analysis, it is our judgment, based on the 
data we see and the events in the world. 
We talk to many companies to get a real 
feel for what’s happening. We ask them 
about the levels of their purchase orders 
and inventories, and what they’re doing 
about capital spending. It’s an ongoing 


process.”’ 

Whether they are Ticor trust 
beneficiaries or Southern Pacific 
shareholders, their assets should be 


managed in the most beneficial way 
possible. The Trust Department knows it 
has this responsibility, and its achieve- 
ment record reflects it. 0 
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CalTrans, SP 
Sign Commute 
Agreement 


The future of Southern Pacific’s com- 
muter train service on the San Francisco 
Peninsula was finally resolved on July 1. 
SP and the California Department of 
Transportation signed a 10-year contract 
covering the continued commute opera- 
tion over the 47-mile suburban line. 

Governor Edmund G. Brown, Jr. and 
CalTrans Director Adriana Gianturco 
headed a delegation of state and local of- 
ficials who joined SP Vice President 
Alan D. DeMoss on a “1980 Gold Spike 
Special” train which made the Peninsula 
run July 7 in recognition of the agree- 
ment, reached after months of negotia- 
tion and lengthy Interstate Commerce 
Commission hearings. 

SP people—about. 460 of them—will 
continue to operate the trains and sta- 
tions and maintain the equipment and 
track. CalTrans will establish schedules, 
fares and performance standards, 
and—with the transit districts of Santa 
Clara, San Mateo and San Francisco 
Counties—has taken over financial 
responsibility for the service, currently 
losing about $11.5 million a year. 

CalTrans will lease the station 
buildings and grounds from SP and has 
the option to buy them. Locomotives and 
cars also will be leased to the state until 
they can be purchased or replaced with 
new equipment. 

The present schedule of 44 trains per 
weekday will continue for the time being, 
but the contract allows for increased ser- 
vice to 52 trains per day without capital 
expenditures for new tracks and signal- 
ing. CalTrans expects to add some 
reverse-direction rush-hour trains, south- 
bound into San Jose in the morning. 

SP is committed to maintaining its fine 
record of on-time service. 

An agreement in principle for con- 
tinuation of the service was reached last 
October, but negotiation of the detailed 
contract and ratification by the various 
public agencies took added time. The 
proposed SP-Santa Fe merger does not 
affect the commute agreement. a 
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Pacific Gateway 


Construction is beginning in early August on Southern Pacific Development 
Company’s new Pacific Gateway Project. The architect’s drawing above shows 
the 30-story office building which will rise in the San Francisco central business 
district, with San Francisco Bay and the Bay Bridge in the background. The 416- 
foot-high sculptured building will have 488,000 square feet of rentable office 
space and will accommodate 2,000 to 2,500 employees. Landscaped terraces will 
grace the fourth, third, second and ground levels. Just a block from the One 
Market Plaza complex at SP’s headquarters, the Pacific Gateway site is bounded 
by Mission, Howard, Main and Beale Streets, with freeway ramps east and west. 
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SP Communications Plans Satellites, 
Expands System in Upper Midwest 


Southern Pacific Communications 
Company may expand into outer space 
within the next few years. While the com- 
pany doesn’t intend to offer long 
distance telephone service from Moon 
Base | to the local candy store just yet, it 
has applied to construct -and operate a 
$200 million domestic communications 
satellite system. 

In making the announcement, SPCC 
said the system would use satellites with 
twice the capacity of any domestic 
satellites now in use or on the drawing 
boards—an advantage, SPCC points 
out, because the number of ‘‘space slots’’ 
for new satellites is limited. 

The application, submitted to the 
Federal Communications Commission, 
calls for a three-satellite system, and a 
central tracking, telemetry and control 
station. Two satellites would orbit the 
earth and the third would be a spare. 
Subsequent to the initial filing a further 
Tequest has been made for two additional 
orbital locations for future expansion of 
the system. 

The rapid growth of SPCC’s specializ- 
ed common carrier services—such as its 
SPRINT long distance telephone service 
and increased demand for video and 
other image transmission services—has 
led to the company’s satellite plan which 
would greatly increase SPCC’s com- 
munications capacity. 

FCC approval of the system would 
give SPCC the potential to expand its 
geographical coverage to all 50 states, 
plus Puerto Rico and the U. S. Virgin 
Islands. The company’s SPRINT system 
now covers 135 cities. 

Should approval be granted, SPCC 
hopes to launch the first satellite by the 
end of 1982 and the second six months 
later. The company would initially build 
three earth stations, with the number 
potentially reaching 100. 

The central tracking, telemetry and 
control station would be located at 
Cooksville, Maryland. 


New Service Routes 
Here on earth, SPCC President C. Gus 
Grant in May dedicated a new broad- 
band transmission facility between 
Chicago, Milwaukee and Minneapolis- 
St. Paul. 


SPCC's Lori Durgin demonstrates new 
compact electronic dialing service that 
Speeds access to the company’s SPRINT 
long distance service. Called the ‘Sprint- 
dialer,”’ the unit dials a seven-digit access 
number and a six-digit authorization code 
when the button is pressed. 


The microwave radio facility, with a 
communications capacity equivalent to 
1,800 high quality voice channels, was 
built by and will be operated by 
Midwestern Relay Co., a Milwaukee- 
based specialized common carrier. 
Technical operating centers designed, 
constructed and operated by SPCC in 
Milwaukee and Minneapolis will deliver 
communication services to SPCC’s cus- 
tomers in these two major metropoli- 
tan areas. 

“SPCC’s investment in this large-vol- 
ume, state-of-the-art system constitutes 
a vote of confidence in the economic 
vigor of the Chicago-Milwaukee- 
Minneapolis corridor,’’ Grant said, 

“Lower cost communications build 
new reflexes into the production system 
and, we believe, are an essential element 
in restoring American productivity,”’ he 
added. ‘‘It is competition, so recently in- 
iroduced into American telecommunica- 


tions, that is making lower cost com- 
munications possible.’’ 

The new facilities connect in Chicago 
with SPCC’s nationwide system. Much 
of the new Chicago-Milwaukee-Minne- 
apolis capacity will be used for SPRINT 
service. The system will also provide 
capacity for private lines suitable for 
voice, data or facsimile transmission. 

In addition to providing service to 
business, SPCC will use the Midwestern 
channels to increase service to the con- 
sumer market during evening and 
weekend hours at long distance savings 
up to 50 percent. 

The start of this system completes a 
project that has been under construction 
for a year. 

Midwestern is wholly owned by The 
Journal Co., publisher of The Mil- 
waukee Journal and Milwaukee Sentinel 
and owner of WTMJ, Inc., and which 
also has a diversity of other communi- 
cations interests. 


Rob Avery, customer service technician, 
uses telephone to monitor equipment at 
SPCC’s headquarters in Burlingame, 
California. Avery and Jim Soals, senior 
customer service technician, are making 


sure the quality of service remains high. 
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Southern Pacific Communications Company transmits a heavy volume of messages via satellite, using 
facilities like this RCA earth station at Point Reyes, California. SPCC has applied for authority to put 
its own satellite system in orbit. 
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